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competitive behavior. Therefore, a behavioral approach to market defiDition is more likely to

result in a correct definition of relevant markets than, for example, a purely struCtural approach.s

A relevant market for antitrust purposes bas three dimeDsions: product, geography and

time. To define a market, the boundaries of all three dimensions must be drawn, although the

time dimension typically is defined by the time period embodied in the claim being studied and

generally is not an issue requiring exteDded economic analysis. The product dimension is

determined by starting with the smallest possible group of products and postulating a "small but

significant and nontransitory" Price increase by all firms in that market. If consumers could

defeat the price increase by switching to other products (or providers), then those other products

(or providers) belong in the relevant market. The definition of the relevant market is exPanded

in this manner until one can answer affirmatively the question: "Could a hypothetical monopoly

provider of these products profitably impose on consumers a 'small but significant and nontransi

tory' price increase?" The product dimension will then have been defIDed.

We note that what matters in determining the relevant market is competition at the

margin, Le., with respect both to customers making wholesale switches among the products at

issue and, as well, customers likely to switch some portion of their spending among those

products. That is, the question to be addressed is whether, at the margin, the Umeate volume

of dollars that move to substitute products is sufficient to constrain competitive behavior of

suppliers of those products. If so, those products all belong in the same relevant market,

reeardless of the existence of less price-sensitive customers in that market.

The market, so defined, is likely to include both relatively strong and weak substi1utes.

That is, it is likely to include (I) stronger substitutes: products identical (or nearly so) in form,

function and use with the product(s) at issue, i.e., those typically viewed by consumers as more

or less completely interchangeable; and (2) weaker substitutes: products that typically are viewed

A behavioral approach to defining relevant markets is one that takes into account: (I) the process by which
competition proceeds; and (2) whether constraints on anticompetitive behavior exist. (See, for example,
the 1992 M~rg~rGuidelines promulgated by the Department of Justice and Federal Trade Commission, "
1.0,1.1,1.2 and 1.3.) An implication of this approach is that market defmitions will be based upon actUal
competitive activity in all of its various dimensions. In contrast, a stnlCtUJ'al approach identifies the
boundaries of relevant markets by relying almoS! exclusively on attempts to identify •substantial breaks· in
a chain of substitution among products.
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only as partial alternatives. so long as. either singly or in the aggregate. the degree of substitut

ability is sufficient to constrain competitive behavior.

m. INTRA- AND INTER-MEDIA COMPEtitioN

A. BackgrnnJ¥l

Broadcast television stations compete. as suppliers of advertising time. for the patronage

of local. regional and national advertisers.6 Potential advertisers are interested in reaching an

audience with particular demographics; to the extent that the viewers of the stations' program

ming match those desired demographics, the advertiser will at least consider purchasing

advertising time from the stations.

More generally, advertising media. whether broadcast or print. create a product - an

audience - which is marketed, through the sale of advertising time or space. to advertisers. In

other words, news. information and entertaimnent are a medium's factor inputs; the audience is

the product produced with those inputs; and advertisers are the ultimate consumers. In this

respect. the various media are no different from other firms who assemble factor-inputs to create

a product that is sold to ultimate customers. These relationships are illustrated in Tab A.

The advertising rates charged. for example. by a television station depend upon the

characteristics of the audience it attracts - e.g., audience size. age and income. Indeed. the

rates ultimately charged by the stations depend, among other things. on the following factors:

1. their relative bargaining power versus that of the advertiser;

2. the quality of their programming vis-a-vis that available in similarly-situated time

slots garnering an audience with similar demographics;

3. the extent to which the stations' programming is expected to reach the prospective

audience - e.g.• whether delivered by cable versus over-tile-air UHF or VHF

signals and taking into consideration both the audience share and the quality of tile

advertising medium received or purchased; and

4. the availability of alternative advertising media.

6 This time may be sold as individua130-second commercial spots or in blocks (e.g., for infomercials, sponing
or political events).
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As IlO1ed above, in addressiDg the question of competitive substitutability, what matters in

media markets is competition at the margin. Here, this may be defined both in terms of the

number of advertisers that switch to odler media and the proportion of their advertisiDg budgetS

that is moved to other media in response to relative price changes. The question is not whether

advertisers' entire budgets are moved away from (say) broadcast television in response to a

relative price increase. If, for example, the proportion of advertisers' budgets that would shift to

radio is sufficient to constrain the competitive behavior of the broadcast television stations vying

for their business, then radio advertising should be included within the relevant market.

B. Cross-Elasticity of Pw,nd
Empirical estimates of cross-elasticities of demand require, at a minimum, transaction

specific information for all relevant media - e.g., prices, length of spot or size of space, time or

daypart in which the spot or print ad appeared. Based on our review to date, the data required to

estimate explicitly cross-elasticities of demand are not currently available. This is not surprising;

as most local spot advertising rates result from oral negotiations between individual sellers aDd

buyers of advertising time, there are generally no records, other than invoices (held both by

media participants and their advertiser-eustomers), that may reveal the acbJal transaction prices

for local television advertising. In addition, we are not aware of any single television station,

such as WOIO, that possesses information concerning transaction prices charged by other

television stations or other media. We also understand that WOIO bas not commissioned or

produced any smdies that explicitly address this issue. 7

Even so, information - both direct and inferential - about cross-elasticities of demand

between spot advertising on broadcast television and other media is available from a number of

sources. Among these are: (1) sellers and buyers within the DMA - garnered from sales

materials and interviews with advertisers and advertising agencies; (2) academic and trade press;

and (3) general trends in rates and advertising purchases.

7 We have also contacted. for example. the American Association of Advertising Agencies (AAAA). the National
Cable Television Association (NCTA). the National Association of Broadcasters (NAB). the Newspaper
Association of America. Cabletelevision Advertising Bureau. Advertising Research Foundation and the
Association of National Advertisers. The infomwion obtained is discussed below.

n/e/r'a
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C. SInus and Buym Within the DMA
1. Sellers

Seller perceptions of competition are often useful in assessiDg the degree to which

substitutes are available to their customers. Here, we consider the extent to which broadcast

television stations and other media focus their competitive anention on one anomer and/or alter

their competitive behavior in response to other media.

We understand that Malrite has assigned individual sales personnel to monitor advertisers

and special promotions on radio, cable television and print media. These personnel provide

weekly reports of those entities' activities to WOIO's general sales manager who, in tum, uses

these materials to help his sales staff focus their competitive efforts. Malrite also monitors the

extent to which it gains or loses business vis-a-vis other media. For example, as we understand

it, in 1992 and 1993 The Lube StoplTen Minute Oil Change purchased over $125,000 in local

advertising spots from WOIO; in 1994, however, it left over-the-air television advertising in

favor of cable television and radio. Additional similar examples are provided in Tab B. We also

understand that at least one television station in Cleveland, WKYC, has subscribed to a service

provided by Print Monitor Research; this service monitors advertising placed in The Plain Dealer

and provides reports to television stations that may help to design competitive strategies aimed at

larger newspaper advertisers.

We note also that The P1tJin Dealer has published advertisements that explicitly target

television advertisers. Sample advertisements in this regard are included as Tab C. In response

to one of these advertisements, WKYC prepared selling materials (See Tab D) to stress the

competitive advantages of television over newspapers.

Yellow pages publishers also monitor the extent to which advertisers use alternative

media. Indeed, the Yellow Pages Publishers Association, in its Yellow Pages. Industry Facts

Booklet, 1992-93 Edition, provides its members with profiles of the competitive strengths,

weaknesses and competitive trends in television, radio. direct mail, magazines, outdoor and

newspapers. In addition, the Radio Advertising Bureau, in its Radio Marlceting Guide and Fact

Bookfor Advertisers. 199,-1994, includes charts that profile (1) radio's reach vis-a-vis that of

newspapers and television and (2) radio's prices. in cost per thousand. vis-a-vis spot television.

newspapers, direct mail. outdoor and magazines. These charts are included as Tabs E, F and G.
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The American Newspaper Publishers Association, in presentation m.aterials apparently

designed for sales persorinel. suggests that its two greateSt competitors are cable television and

direct marketing; the fortDel' is capturing a greater share of its readers' time aDd money, while

the latter is capturing an increasing share of its advertisers' spending.• Indeed, the Newspaper

Advertising Bureau, in its manual entitled How to Esti1nlJU The Size of the Local Advertising

Market and Your Share of It, November 1989, suggests that newspapers explicitly consider radio,

television, cable television and other media as direct competitors.

Finally, we note that the Television Bureau of Advertising bas prepared various materials

designed to enhance the ability of television stations to compete with other media. Examples are

included in Tab H.

Accordingly, from the perspective of sellers of advertising, the relevant product market

likely encompasses broadcast television, other electronic media (e.g., cable television and radio)

as well as print media (e.g., newspapers, direct mail, magazines and yellow pages).9

2. Buyers

Advertisers' reactions to changes in their competitive environment and their perceptions

of different media can provide useful information on the availability of economic substiQ1tes. To

explore these areas, we conducted interViews with 11 advertisers and advertising agencies. A list

of those interviewed is provided as Tab 1.

The information obtained in our survey indicates that there likely exist two broad groups

of advertisers: (1) relatively smaller advertisers. for whom DMA-wide coverage and. according

ly, television advertising may be relatively less important; and (2) relatively larger advertisers.

for whom DMA-wide coverage may be of greater value and. accordingly. for whom television is

relatively more important.

The fttst group indicated that they typically use a mix of media - usually including local

spot television, newspaper and radio - and that their choice of which media to emphasize is

8 David Cox. Who's Ih~ COmpBilion - RtaIly?, American Newspaper Publishers Association. a speech given to
The International Marketing Association. May 22. B90. ~ee, for example. pp. 5-7.

9 This is likely the case as well in the intermediate market for audience creation (not discussed herein) within
which broadcast television competes with these media for the attention of viewers and listeners and, in addition.
competes with nonadveniser supported entities. e.g.• pay TV. videocassettes. noncommercial TV and radio
statioDS.
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based upon a number of factors. Among these include: (1) the anticipafed audience each

medium is likely to reach; (2) the frequency with which advertisers can repeat their messages; (3)

the geographic area covered by the medium; (4) the type of message that they want to send 

e.g., is it better suited to print or a "motion" medium; and (5) the cost of each medium. While

most of those inlerViewed claimed that the rough proportions of their advertising budget allocated

to each category of media has been essentially unchanged over the past few years, they also

indicated that the market was vigorously competitive during that entire period. That is, sellers of

advertising time or space vigorously contend for their patronage.

These advertisers and agencies also indicated that they were responsive to changes in

relative prices; indeed, in rank order of their likely responses to an increase in a liD&k television

station's local spot rates, they indicated they would: (1) attempt to negotiate the rates down by,

for example, referring to their longsrandiDg relationship with the station; (2) play that television

station against others; and (3) drop that station in favor of other television stations. In this

instance, those interviewed noted that they were virtually always able to fmd some television

station that would sell them a local spot at the rates they desired.

What matters for relevant market defmition, however, is not advertisers' responses to a

price increase by a single station but, instead, to an increase by a putative monopoly provider of

local broadcast advertising time. In the case in which other suppliers were not available - e.g.,

because inventories were not available or because all sellers' prices were perceived as too high 

these relatively smaller advertisers would shift their purchases, ftrst, to radio and, then, to print

media. Not surprisingly, radio was classified as a relatively stronger substitute for local

television spots than print media, although the latter would, in fact, be considered in lieu of local

spot TV. tO The extent to which they would switch to other media would, of course, depend

upon the magnitude of the price increases. Given that they rarely, if ever, encountered the

situation in which they were unable to fmd another television station that was willing aDd able to

provide local spots at rates they believed to be reasonable, most were reluctant to specify what

price increase would lead them to shift a substantial portion of their business to other media. In

10 Some of these advenisers indicated that they were relatively large users of print media and, for example, if The
Plain Dealer's rates were to rise relative 10 olber media, they would likely consider moving al least a ponion
of their advenising budgels, and perhaps all of their business, flrst, to radio and, second, to local spot television.
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sum, these advertisers indicated mat they can aDd do utilize a variety of media aDd mat they are

responsive to relative price changes.

The secood group constitutes the largest of WOlD's local advertisers: typically, they are

represented by advertising ageDCies in their negotiations with the media. As noted above, they

regard television advertising as a relatively more important part of their advertising focus; while

they may still use a mix of media, the predomiDant proportion is, and has been, devoted to

television. Even so, most media p1aDDers representing these advertisers agreed that their choice

of which media to emphasize is based upon essentially the same set of factors considered by the

smaller advertisers, including price.

As with the smaller advertisers, media planners for larger advertisers believe that the

market is vigorously competitive. That is, sellers of advertising time and space vigorously

contend for their pattonage - indeed, most indicated that, given the large magnitude of their

spending with each station, they had a substantial degree of bargaining power with which to

obtain favorable terms and conditions. In rank order of their likely responses to an increase in a

single television station's local spot rates, they indicated they would: (1) attempt to negotiale d1e

rates down by, for example, threatening to stop purchasing from the station; (2) play that

television station against others; and (3) drop that station in favor of other television stations.

Again, as with the smaller advertisers, those interviewed noted that they were virtually always

able to fInd a television station that would sell them local spots at the rates they desired.

Again, in the case in which they could not fInd other suppliers - e.g., because invento

ries were not available or because all sellers' prices were perceived as too high - our inter•. :: ws

conducted to date suggest that there are some relatively larger advertisers who probably would

not shift their purchases to other media unless the relative price changes were, in their view,

substantial (e.g., greater than 10 percent). In that case, the following were suggested by them as

possible alternatives: (1) they might purchase national spot; (2) they might purchase network

time, thereby bypassing the station altogether; and (3) they would consider radio as the primary

alternative medium. In sum, these large advertisers believe they possess considerable negotiating

power and believe that no station, or group of stations, profItably could afford to turn away their

business - i.e., given the disaggregated, one-on-one nature of rate negotiations, the exercise of

market power by broadcast television stations, either singly or in concen, would be difficult, if

not impossible to sustain.
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D. Acwkmii .wI Trade LitmIIlre
Within the academic li1m'ature, it has been widely recognized that various media in fact

compete for advertisers' dollars. For example, as Owen and Wi}dmanll state:

The teIniIioD indalD'y, broadcast as well as cable, campetes for ad.erdsiq
with other media, aatably radio brcIIldl:M...... oewspaperI, aDd m8ppnrs.
Each of these media offers special advamaps to certain types of advertisers,
depeDdiDg on their product, the amount and kind of information that is customarily
transmitted in their advertisements, and the geographical dispersion and identifi
ability of their potential customers. Television is entirely unsuitable for some
advertisers; for others it is almost indispensable. But mOlt ad.a1isers am
substitute one medium for another in rapoDle to c.banIes in prices of ath'er
tisiDI time or spece. Competition between television stations or networks and
other media for advertising dollars may be nearly as fierce as competition among
television outlets. (p. 14; emphasis added)

There are a number of more or less aood subltitutes for network advertisinl:
spot television advertising, advertising on basic cable networks and supersta
tions, network and spot radio, national magazines, direct mall, billboards,
and newspapers. (p. 154; emphasis added)

There are relatively few studies that quantify empirically the degree of SUbstitutability

among different media. Four such studies are discussed below. The overall conclusion afforded

by these studies is tbat broadcast television faces a number of substitutes, e.g., cable television,

radio, DBS, newspapers, magazines and direct mail.

1. Scbmalensee, 1972. 12

Scbmalensee's study was concerned primarily with the responsiveness of advertising

spending to changes in sales - i.e., whether firms spend more on advertising when sales

increase. Using national advertising data provided by CBS, he also tested the extent to which

advertisers' use of different media responded to changes in relative prices. In this regard, he

finds:

II Bruce M. Owen and Steven S. Wildman. Video Economig, Harvard Univenity Press. Cambridge, MA: 1992.
see also. Sydney W. Head, Christopher H. Sterlmg and Lemu.:l B. Schofield. Broadcasting in America: A
Survcv of Electronic Media, 7th Edition, HoughtOD Mifflin Company, Boston, MA: 1994. see. for example,
pp.231-233.

12 Richard Schmalensee, The Economics of AdvenisiDa, North Holland PublisbingCo., Amsterdam: 1972. Since
1981 Dr. Scbmalensee has been a Special ConsulW1t to NERA.
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...the substitution amoDg media was iDflueDced by more than relative prices.

...the use of network television was increasing rapidly relative to [consumption of
durable and non-durable goods], and the use of network radio was essentially
steady. From 1956 through 1967, the CPM index for netWOrk television fell
11 ~, while for Detwork radio it fell 33~. Also, the index for spot television rose
3~ and the index for spot radio fell 8~, though the use of spot television was on
the increase and that of spot radio on the decrease. Clearly, re1atIft price was
not the whole story.

It may well be the cue that reJatm price eIrec:ts could help explain the
dediIIe in the oon-broadcat media in tills period, siDee aU the associated
CPM indices rose more rapidly tbaD the o-reraD ladu. Even here, though, the
lack of a trend in magazines, the index for which rose 21 ~, in the presence of
declines in newspapers and business papers, whose indices rose 26~ and 20~ is
surprising. . ..The [e'ridence] clearly [exhibits] the replacement of other media
by tele'f'ision. (pp. 82-85)

He concluded that national spot advertising on broadcast television is the most responsive to

"changes in the business enviromnent," followed by spot radio, business newspapers, network

television, outdoor, newspapers, magazines and network radio.

Since the Schmalensee smdy focused on national advertising, it likely understates the

responsiveness of the demand for broadcast television spot advertising to changes in relative

prices. Purely local advertisers are likely to be relatively smaller firms; in light of the results

reported above, they may be more likely to turn to alternative media, such as spot radio, local

newspapers or local magazines, should economic conditions warrant. Larger entities may,

however, also purchase local advertising. Since they may be associated with national firms, they

may regard the availability of national or network spot advertisements - i.e., purchased from the

network rather than from the affIliate - as a substinlle for local spots.

2. Wirth and Allen, 1979.13

Wirth and Allen obtained data from the FCC on 1973 advertising revenue for 124

geographic areas. Combined with information on the area's prime time audience, they calculated

a measure of the "price" of advertising. They then regressed this price against a number of

explanatory variables, including the number of television and radio stations in each area, and

found that the number of television stations in a market is negatively rdated to the prir..e of

13 Michael O. Winh and Bruce T. Allen, "Another Look at Crossmedia Ownership," The AMtrltSt Bullnin,
Spring 1979. 81-103.



4-----

- 13-

advertising. For television markets such as Cleveland - i.e., the top SO television markets as

ranked by Arbitron (and defined in much the same way as Nielsen DMAs) - they also conclude

that cable television penetration reduced broadcast television prices and, therefore, revenues.

That is, competition from cable television systems caused advertisers to shift at least a portion of

their spending toward cable.

3. Fournier aDd Martin, 1983.'·

The Fournier and Martin study focuses on realimt transaction prices paid by advertisers

for 30-secoDd spot advertisements. They employ FCC data, provided by the American Associa

tion of Advertising Agencies in connection with the FCC's Network Inquiry, to estimate a

hedonic model of advertising prices. Among other things, they find:

Results regarding market concentration geoerally run counrer to die market power
hypothesis. Neither the presence of an independent VHF station nor the number
of independent stations ... has a significant effect on price. Since independents
provide alternative sources of supply to advertisers, the absence of price effects
may signify that stations are competing in broader markets that include
perhaps wider geographic areas and other types of media.... The high degree of
concentration in broadcasting markets, however measured, ••• overlooks some
additional constraints placed on stations in their output markets. (p. 53;
emphasis added)

There is substantial eviclenc:e in this study to reject the notioD that market
power is present in the DOIIDetwork [i.e., spot] market. While we cannot
completely reject the possibility that price discrimination is evident to some
degree, measures of local market strueb1J'e do not signiflcaIltly affect prices.
NeIther vertictd. 81'1'a11P1Dftts, sueb as network ownenhip of stations, nor
horiz.ollttJl concentration in local markets enables stations to raise prices
significantly. (p. 55; emphasis added)

4. Seldon aDd Jung, 1993. 15

This study explicitly attempts to quantify elasticities of substitution among different

advertising media. Seldon and lung employ data on (1) total advertising expenditures for 1950

through 1987, provided by Robert Coen of McCann Erickson; and (2) cost indexes for 1960

14 Gary M Fournier aIKi Donald L. Martin. ~Does Government-Restricted Entry Produce Marlcet Power?: New
Evidence From The Market For Television Advertising, ~ The Bell JOIlTJ'Ull ofEconomics. Spring 1983. 14(1),
44-56.

IS Barry J. Seldon and Cbulho Jung, ~Derived Demand for Advertising Messages and Substitutability Among the
Media,· ~ Quanerly Review of Economics tUU:l Finance, 33(1), Spring 1993, 71-86.
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through 1987 in television, radio, newspaper, magazines, farm aDd business publications. direct

mail, outdoor media and miscellaneous media. They aggregate these expenditures into four

groups: broadcast (e.g., radio and television), print (e.g., newspapers and magazines), din:ct

mail and all other media (e.g., outdoor).

They find that all of the elasticities of substitution are positive, suggesting that "a given

level of sales can be maintained by substimting advertising in ocher media for advertising in any

particular media to varying degrees... " (p. 78) More specifically, they conclude that broadcast

advertising and direct mail are fairly close substimtes, as are print advertising and direct mail.

Broadcast and print advertising, while substitutes for one another, have a somewhat smaller

estimated elasticity of substitution.

E. Bw apd Volume Trm:i'
It is widely recognized that newspaper advertising expeDdi1ures have been decliDiDg over

time, while those for television, particularly cable television, have been growing.16 These

trends may be due to a number of factors - e.g., steady increases in the number of hours of

television viewing per household, reductions in newspaper circulation over time and increases in

the number of television channels available (cable, broadcast and wireless).

16 For example, Roben J. Coen of Mc:CaDn EricksoD repons (as provided in the BIA COIISU11iq Report,
EVGlu.atiDII of MediG ill tM Clneltuld DAIA) that 1990-1993 amwal powdl in local aDd DatiODllIdveniIiDI
expcoditurel in DeWIJNlPCl'S remained CCDIIIIl IDd. declimd 2.2 peR:aIt. rapeaively. This may be CCJIIII*ed
with powdl in advenisiDI expeaditurel on te1eViIioIl DaWOrb of 1.2 peR:aIt, syadieated TV of 12.4 peR:aIt,
natiODll spot of 0.1 perceDt, local spot of 2.4 perc:eDl, cable netwoIb of 12.2 percent and local CIble of 14.S
percent. These dala indicIle a shift in speudiDg from print to television and, more strODgly, towanl Clble
television.

For examples of the diversity of media used by advertisers aDd the relative shifts toward eltCb'llDic media
over time, see also, for example, (1) DDB Nt«lbam, MediG TmIiJs 1993; (2) Federal Comnnmi«'Mims
CollllDislion, "Broadcast Television in a Multich..1 M.tcelpIace," JUDe 1991; (3) "ColDIDCDtI of the Staff
of the Burau of Economics of the Federal Trade Commission," September 24, 1992, Before the Federal
CollllDUDicalioaa Commission, WIlhiDJlOD, D.C., In the Matter of Review of the CollllDislion's RepIadoas
Govemiag Television Broldcastin" MM Docket No. 91-221, panicularly pp. IS-18; (4) K~ FtliCIS. 1991:
N~m. Advmising tJN1 MaTUting, New~aper Advenising Bureau. Inc.; (5) Albert E. GoUin, An
Asse.ssmeru of Trends in U.S. NnI~r Cirallat,oll and Rttl/Jership, Newspaper Advenising Bureau. Inc.,
December 1991; and (6) Mfdia WHk: wFast Moves for Fast Foods, W January 11. 1993; "Sneaker Peek,"
Febnwy 1. 1993; "That' 5 Entertainment," April 5, 1993; "The Road to Upfront: Food for Thought," May
10. 1993; wTbe Road to Upfront: Beverages," May 17, 1993; "The Road to Upfront: Automotive," May 31,
1993; "The Kids Knmch." July 5. 1993; "The Numbers Add Up," September 27, 1993; and "Fiscal FitllesS,"
October 18, 1993.
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As the academic studies described above suggest, among the explaDations for these trends
•

may be a cbaDge in the relative price of advertising on television vis-a-vis print media. To

explore this possibility. we compared, for 1990 through 1994, the rea1iud rate per thousaDd

homes reached for the five largest television stations in die ClevelaDd DMA,17 with The Plllin

Dealer's mjlJine rate. 18 While these rates, measured as a cost per thousand, do not reflect the

manner in which local television spots are bought and sold - i.e., the ratings and demographics

associated with iDdividual time-slots play an important role in setting prices but are not consid

ered explicitly here - these data provide a rough view of the manner in which television

advertising rates compare over time with those for newspapers.

The results of this comparison are presenled in Tab J. 'Ibis illustrates that broadcast

television in me ClevelaDd DMA bas, in fact, become relatively less expensive. This is

consistent with our conclusion that, at least in part, lower advertising rates may account for the

general shift away from print and toward electronic media.

17 We calculated the realized television spot rate per thousand homes rached as the total spot revenue earned by
the five major television stalions in the Cleveland DMA divided by their total housd1('\lds reached. (See Tab
J.)

18 The milline rate equals the newspaper's open daily or Sunday rate card rate per column inch. as published by
Standard Rate and Data Service in NnJspapu Rtues and Data, divided by the newspaper's daily or Sunday
circulation, in thousands. (See Tab J.)
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IV. BROADCAST '1'ELEVISION

A. N'tuB of Coggtition

Even in a hypotbetical market limited 0DIy to local spot advertisiDg on broadcast televi

sion,19 the manner in which stations vie for advertisers' business eljrnina1eS the possibility that a

combination of WOIO and WUAB would facilitate the exercise of market power. There are at

least two factors that contribute to this conclusion: (1) Even with cable penetration exe«diDg 60

percent, UHF stations, such as WOIO and WUAS, continue to be at a competitive disadvantage

vis-a-vis their VHF rivals; and (2) The fact that local spot rates are determiDed in vigorous

bilateral negotiations between individual buyers and sellers of advertising eliminates the likelihood

of successful coordination among television stations and of unilateral anticompetitive conduct by

19 For purposes of this discussion, we exclude from consideration (1) the preseDCe and growing imponIDce of
cable television; and (2) the anticipated future growth ofvidco dial tones provided by (a) the nation's telephone
companies, (b) wireless cable, (c) DDS (RCCIltly launched by, for example, DirecTv) due, among other _s,
to the marked reduction in receiving dish size, and (d) low-power television. In particular, cable teleYiIion's
increased use of and improvements in iDIerconnects, as well as its iDcreasiDg penetration and share (in May
1994, advertiser-supported cable's combiDed audicDce share of all bouscbolds in the Cleveland DMA was Ibout
16 pen:ent) will only cnbanc:e its competitive position vis-a-vis bfOlldcast television.

In this c:onnection, we DOte that the Bureau of Economics of the Federal Tnde Commission, in CMlmalts
before the Federal Commtmir.atioDs Commission [rocd September 24, 1992; MM Docket No. 91-221)
recognized the iDcreasiDg variety of competitive media and the iDcreIIcd imponIDce of cable television:

The [Notice of proposed rulemakiDlJ describes the recent substlDtiaJ growth in the variety of
coJDDJUDications sources available to consumers. 1bcIc iDclude not only broadcast and cable
television. but also wireless cable. low-power television. home satellite receivers, video aDd audio
rec::ontiDgs. aad, soon, direct satellite audio aDd video services with digital audio. 1bc NPRM DOICS
that this multiplicity of sources poses a subslantial competitive chal1en,e to television broadcasters in
seeking viewers. [pp. 5-6)

Arbiuon compwcs. for each SIIlion. the share of 'total bouJeholds usiDg telcvilion' in the SfatioD's
ADI tuDed to that sWion. These pm:cnt.IJCS caD then be agrepted across all of the statioDs in an
AD!. The sum of the audience shares of the sWions in each ADI is, on average. far less than 100
pen:ent. The average is 66 percent, with values ranging from a low of 15 percent to a high of 93
pen:ent. This means that many bowrcbolds using television arc not watching the broadcast SIIlions in
their ADI. This shortfall results from some combination of (1) 'out-of-markct' viewing.... aad (2)
cable programming viewing. Thus. there arc two implications relevant to market definition. First,
to the meat that cable-oaIy viewillg is substantial, the market definition JH"OCe5S milbt have to
coasidel' adYertisiDg sold by cable networks ad cable systems in addition to adYertisilll sold by
broadcast television stations... , [pp. 15-16]

The fact that cable systems derive the overwhelming majority of their revenues from subscription fees affords
them the ability to price advertising slots on an incremental basis. This suggests that the competitive pressure
that cable exerts on local advertising rates may be understated by its current share of advenising revenue.
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any given station. Moreover. as discussed below. the recent award of the CBS affiliation to

WOIO renders its demographic profile substantially different from that of WUAB and. by

extension, reduces even furtber any possibility of anticompetitive effects resulting from the

proposed combination of the two.

1. UHF DisadvantageS vis-a-vis VHF

UHF television stations historically have been at a competitive disadvantage vis-a-vis their

VHF rivals. UHF stations have geDera11y reached a lower number of homes and, accordiDgly.

obtained a smaller share of viewers. This resulted directly from UHF stations' relatively weaker

broadcast signal strength20 and typically led to lower UHF station revenue and profitability

versus those for VHF stations. With the growth of cable television - Le., greater than 60

percent of DMA television households subscribe at least to basic cable service - this disadvan

tage has decreased.

The UHF competitive disadvantage bas not, however, been eliminated. For one thing, on

average, nearly 40 percent of the available audience is still subject to the over-the-air UHF

broadcast disadvantage. This is illustrated by, among other things, WOIO and WUAB's

relatively lower circulation.11 It is, of course, possible that this lower circulation may reflect

the fact that the three VHF stations in Cleveland - WKYC, WIW and WEWS - were afIiIiatecl

with the three major national networks and, therefore, enjoyed relatively greater demand for their

programming. To test for this possibility. we compared UHF network affiliates with their VHF

counterparts in those markets in which at least one network had a UHF affiliate. As shown in

Tabs L, M and N. for channels with network affiliations, we find that household shares for UHF

stations are routinely much lower than those for VHF stations.ll

10 UHF cbaDDels utilize a sboner wave length man do their VHF c:ounterparts aDd, therefore, may be affected
adversely - e.g., via ghosting and loss-of-signal problems - by terrain, weatber, buildings and fol••

21 See, for example, Exhibit 8-3 from Malrite's presentation materials, included here as Tab K.

22 Note that, to calculate national audien~ reach for purposes of determining compliance with the Federal
Communications Commissi.m's Multiple Ownership Rules, UHF stations are to be attributed with only SO
percent of the television households in their television market, compared with 100 percent for VHF stations.
[Federal Communications Commission Rules and Regulations, Section 73.3555, 1 (e)(3).] Moreover, with
respect to the annual regulatory fees that all VHF and UHF stations must pay commencing July 26. 1994, in
TV markets 11 to 2S (Cleveland is ranked 12th) VHF stations will pay $16,000, while UHF stations will pay

(continued•..)
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NotwitbstaDding the recent cbaDge in the CBS affiliation from WIW - a VHF station 

to WOIO, we believe that WOIO is UD1ikely to capture the same share of viewers as did WJW

for the same programming and, as a result, will probably not be able to charge the same spot

rates as did WJW. Put differently, compared wi1h WIW while it was a CBS affiliate, WOIO will

remain at a relative competitive disadvamage to WEWS and WKYC.23 Similarly, WUAB will

now be at a relatively greater competitive disadvantage versus the now FOX-affiliated slation

WJW - a VHF station - than it bad been versus WOIO. 24

Virtually all of the advertisers aDd advertising agencies that we interviewed provided

information consistent with this conclusion. While most opined that the UHF disadvantage was

reduced due to increased cable penetration, they also believed that WOIO, as the new CBS

affiliate, will have to prove that it can gamer the same audience as did WIW before they will pay

equivalent rates.2.S Most believed that they could vigorously aDd successfully negotiate lm!n
rates, solely as a result of the affiliation switch, vis-a-vis those charged by WJW for the same

programming.

22(...contiDued)
$12,800, or 80 percent of the VHF fee. [Federal ColDDlUDicatioDs Commission SWUtory SCbcduJe of
Regulatory Fees.)

23 In addition, we UDderstaDd tbIt, UD1ikc WSW, WOIO docs DOt yet have a local DeWS propam 10 fill i1I .-Iy
evCDiDg IIId 11:00 pm time slots. Several of the adveniscrs that we imerviewed stated tbal, UDIiI WOIO
develops a successful news program, tbey will continue 10 pllCe thole advenisemeDts adja=lt 10 tbe 10lil
cstablilbed WSW newscast. ConsequeDt1y, WOIO's revenues IDd atUlCtiveDelS 10 advertisers, cml with 1bc
CBS affiliation, will not illllNCliately match that of the former WSW.

24 We UDderstaDd tbat WJW already bas a highly regarded local DeWS prpgram. In liJbt of the lOll of CBS
programming, WIW bas indie:ated tbat it will move its local news to the 10:00 pm time slot, thereby iDc:IaIiDI
the degree of local competition faced by WUAB's news programming at tbal time. Moreover, a a CBS
affiliate, WOIO will be compelled to establish a local news presence of its own (sec foomor.e 23), tbereby
increasing the available number of newscast-related local spots and, by extension, reducing prices 10 advertisers.
[It should be noted, in this connection, that approximately 22 rercent of all television advenising revenue is
currently news-related (Market Manager, Standard Share ofBusiness Report, The Arbitron Company, AUJUSt
1993).]

2.S We understand that prior to its loss of the FOX affiliation, WOIO wu unable to obtain the same rates for its
upcoming broadcasts of NFL football as did WJW.
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2. Vigorous BiJareral Rate Negotiations Mitigate the Likelihood of Amicom

petitive CoDduct

The IJJII1IIer in which local spot rates are detmDiDed substamially reduces the likelihood

of anticompetitive conduct. This would be true even if tbere was no disparity between VHF aDd

UHF stations in the ClevelaDd DMA. Here, rates for any given local advertising spot are

de1e11DiDed in vigorous bilateral negotiaticms between individual television stations and bom
existing aDd prospective advertisers. As described above, the agreed-upon negotiated rate will

depend upon a IDJIDber of factors, including the availability of alternatives IDd the relative

bargaining power of the parties.

We understaDd that less than 10 percent of Malrite's local spot rates are embodied in

written contracts; instead, they result primarily from oral negotiations, often conducted over the

telephone. This price-seuiDg process is highly disagrepted aDd advertisers have the ability to

turn quickly to, at a minimum, the other television stations within the DMA.26 This subsllD

tially reduces, if not eliminates entirely, the ability of any station or group of stations to impose

noncompetitive terms and conditions of sale on their advertiser-customers. Again, virtuaUy all of

the advertisers or advertising agencies that we interviewed provided information consistent with

this conclusion: The martet is vigorously competitive and advertisers routinely play one S1a1ion

against another in negotiating for better rates. Virtually none believed that a combination of

WOIO aDd WOAB would reduce its ability to use the other available television stations to its

advantage in rate negotiations.

3. Reduced Competitive Overlap Between WOIO and WUAB

As noted above, WJW CbaJmel 8, a VHF station serving the Cleveland DMA, bas

dropped its CBS affiliation to become the local FOX affiliate. In turn, WOIO, the former FOX

affiliate, has recently agreed to become affiliated with CBS. In effect, WJW and WOIO have

switched affiliations, with FOX gaining a VHF channel and CBS moving to a ultra-high

frequency channel. This switch increases the amount of independent programming, aDd the

inventory available for local advertising spots, that will be carried on WJW.

26 The mere threat of turning to other stations may be sufficient, in some instances, to constrain a station's
comperirive behavior.

Dte/r:a
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As a result of this change, WJW's programming mix is likely to appeal to a demographic

audience that is younger than it had been when it was the CBS affiliate; this, in turn, increases

the extent to which VHF station CbanDeI 8 will compete with independent UHF station WOAS

(on ChaDneI43). On the other hand, WOIO's programming mix as a CBS affiliate will appeal to

an older audience than was the case with its earlier mix of FOX and independent program

ming.27 Moreover, due to the substantial increase in network programming it will now be

required to carry, its inventory of local advertising spots available for sale will decline.

Taken together, these changes will increase the degree to which WOIO will compete with

the local ABC and NBC affiliates and, importantly, decrease the extent to which it will compete

with WUAB (see, for example, Tab 0).21

V. CONCLUSION

On the basis of the analyses described above, we believe that there is. in fact, sufficient

information on which to infer cross-elasticities of demand among different media. More

specifically, these analyses are consistent with the proposition that both electronic and print media

27 For example, Nielsen dala for the May 1994 aurvey period show tbat, cluriDa die toII1 broadcast week (SUaday
Saturday, 61111-21111), the pen:eDII&e of WlW's IduIt lUdicDce (18+ yem of .) 50 years of .. lad older
was S6 perc:eat compared with 24 pen:cDllIId 3S perc:eat for WOIO aDd WUAB, n=spectively. Similarly, the
pen:emqe of WIW's total audieDce (2+ years of.) UDder 18 years of. was 7 percent compll'Cld with 38
percent and 16 percent for WOIO IDd WUAB, respectively. (Nielsen SttJli01l INk:x - ClevelaDd, OR, Metered
Market Service, Nielsen Media Resean:h, May 1994, p. 2S.)

28 We note also that, at least in the shon run, WOIO's affiliation with CBS will, if anything, iDcreIIe its
competitive disadvantage. For example:

• It has less time available to sell tbroupout the day tban during its FOX affiliation bccauae of the DOW

larger volume of propamming that it must carry IS a CBS affiliIae - i.e., CBS provides ill IIftIiIra
approximarely 92 hours of programming per week compaml with 16 hours from FOX (IS of wbidl _
considered by the FCC IS prime time programming).

• The prime-rime access hour has been among its most profitable dayparts in which to sell advertiaiJII. Due
to its affiliation wim CBS, the FCC's Prime Time Access Rule precludes the station from airiDg off
netWork reruns during that rime period; ir will, instead, be forced to run what it believes to be less
anracrive first-run syndicated programming.

• WOIO has a iarge program inventory for which it wilJ DO longer have time slots available - again, because
of the larger volume of programming proVided by CBS. h is our understanding mar (1) should WOIO find
another relevision stalion willing to buy any program, it would firsr require permission from the syndicator
to reassign the rights; (2) should this occur, WOIO would continue to be responsible for all remaining
paymenu under the agreement; and (3) such resale prices typically are less than those identified in the
original contract and, as a result, may DOl cover WOIO's remaining liability.
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constitute alternatives to which WOIO and WUAB advertisers could tum should economic

conditions warrant; accordingly, all such media should be included within the relevant market for

assessing the likely competitive effects of this acquisition. While some of the larger advertisers

may regard other media as less desirable altmlatives. in general, those advertisers are likely to

possess a substantial degree of bargaining power with which to constrain the ability of stalioDs 

either singly or in concert - to exercise market power. In this market, the proposed time

brokerage arrangement is unlikely to affect competition adversely.

Even within a hypothetical market limited to broadcast television stations. competition

among such stations is. and. will remain. sufficiently vigorous to (1) constrain the ability of the

proposed combination to impose terms or other conditions of sale on its advertiser-customers; and

(2) substantially constrain the likelihood of coordinated behavior. The recent switch of network

affiliations between WJW and WOIO will, if anything, strengthen this couclusion.
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In Manufacturing, raw materials are used to begin the product
creation process leading to ultimate purchase by consumers.
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So with Media, News, Information and Entertainment are the raw
materials used to begin the audience creation process leading to
ultimate purchase by advertisers.
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Print Media supply an audience to advertisers through ad/editorial content.
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Electronic Media supply an audience to advertisers through programming
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SELECTED ExAMPLEs OF ADVERTISER SWITCHING

1. THE LUBE STOPITEN MINUTE OIL CHANGE

In 1992 and 1993, The Lube Stop purchased over $125,000 of local spot advertising
on WOIO. In 1994, it replaced its broadcast television advertising with cable
television and radio.

2. RTA (REGIONAL TRANSIT AUTHORITY)

In 1993, RTA purchased approximately $10,000 of local spots from WOIO. In 1994,
they are devoting the majority, and possibly all, of their advertising budget to radio
and print media.

3. CONSUMER CREDIT COUNSELING

Consumer Credit Counseling previously purchased only spot radio advertising
(WZAK). To supplement their radio exposure, they have just begun to devote a share
of their advertising budget to television.

4. CLASSIC AUTO CAMPUS

Classic auto purchased local spots on broadcast television during first and second
quarter 1994. At the recommendation of their new advertising agency - i.e., due
to a belief that the rates for local spot television ads were too high - they moved
their entire advertising budget to radio and print media.

5. STERLING JEWELERS

The vast majority of Sterling's advertising budget is devoted to local radio spots, with
broadcast television used only sparingly (e.g., for special events such as a Mother's
Day Sale). They have told WOIO that this is due to their belief that broadcast
television spots are relatively too expensive.

6. DOLLAR BANK

Dollar !ast purchased broadcast television advertising from WOIO in the spring of
1993. Because they believe broadcast television is not cost-efficient, they currently
purchase spot radio and print media.
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7. FIRST NATIONAL BANK (FNB)

FNB believes that broadcast television is a less cost-efticient advertising medium than
are radio and print media. Consequently, they currently purchase print advertising
and often use radio and cable television.

8. GEPPETTO'S

Geppetto's requests advenising avails every other quarter and then, instead, purchases
Advo (direct mail) advertising. They believe that commercial production and
placement of advertising in television is too expensive.

9. MAX&ERMA

Max & Erma purchased television advertising in the Fall of 1993. In the second
quarter of 1994, apparently due to relatively high television rates, they moved their
advertising spending from television to radio and, for specific locations, to cable
television.

Source: Data provided -by Malrite Communications, Inc.


